In this paper we investigate the short term abnormal return to the bidding firm's shareholders in takeovers made by a Finnish company during the time period from January 2000 to December 2013. Specifically, we study takeover transactions involving publicly traded target companies, and are particularly interested in the relationship between the abnormal return to bidder's shareholders and the size of the transaction. Specific features of the market for corporate acquisitions in Finland are that almost all transactions are friendly acquisitions and usually aim for 100% of the target company. We estimate the abnormal return around 51 individual takeover announcements and investigate determinants of the abnormal returns. Our results show that the takeover announcement on average yields a positive, but insignificant abnormal return to the bidding firm's shareholders. The announcement effect on the announcement day is 0.63%, while the cumulative average abnormal return for an eleven day event window is 1.39%. Both pre-event and post-event abnormal returns are statistically insignificant, although there is sign of a price run-up during the last week prior to the announcement. We document a significant negative relationship between the bidder's abnormal return on the announcement day and the size of the deal, but a positive relationship between the announcement effect and the relative size of the deal. We also document a weak negative relationship between the abnormal returns and the relative size of the target to the bidder. Among the other takeover characteristics we do not find any statistically significant relationship to the announcement effect.
Introduction
Corporate acquisition is a fast way for a company to grow compared to organic growth. Most bidding companies motivate this way to grow by the potential synergies that the acquisition creates, hence, one should expect the acquisition not only to create growth but also to create value for the acquiring firm's shareholders. However, empirical evidence from the takeover market report that bidding firm's shareholders at most earn small and/or insignificant returns, while target firm's shareholders earn large and significant returns in takeover transactions (Note 1). The low and sometimes even negative return to the bidder's shareholders is found especially in transactions involving a public target (see, e.g., Cai et al., 2011) . One reason can be that the target may have a better negotiation power in a public tender offer compared to a private transaction. Another reason may be that the probability of the bid to succeed is lower in a public transaction.
The size of the target company has also been an important factor in explaining the gain to the bidder's shareholders. The empirical evidence regarding the relationship has been mixed. E.g., Moeller et al. (2004 support the notion that large transactions result in larger acquisition announcement returns, whereas, e.g., Al-Sharkas (2003) shows a negative correlation between the bidder abnormal return and relative size. Bradley and Sundaram (2004) show that when public targets are acquired with stock, the announcement effect is more negative the larger the target company.
The purpose of this study is to investigate the short term abnormal return to the bidding firm's shareholders in takeover transactions of a public target company by a Finnish bidder during the time period from January 2000 to December 2013. We are especially interested in how the announcement of an acquisition of a publicly traded company is perceived by the stock market, and to what extent the announcement effect correlates with the size of the transaction. To our knowledge there are very few studies focusing on the Finnish takeover market, and none studying the market during the last 15 years. Specific features of the market for corporate acquisitions involving a Finnish bidder are that almost all of the transactions are friendly acquisitions, and usually aim for 100 % of the target company.
Due to the small number of publicly listed companies in Finland there are only a small number of transactions involving two publicly traded companies. We estimate the abnormal return around 51 individual takeover announcements and investigate determinants of the abnormal returns. Our results show that the takeover announcement on average yields a positive, but insignificant, abnormal return to the bidding firm's shareholders. The average abnormal return on the announcement day is 0.63%, while the cumulative average abnormal return for an eleven day event window is 1.39%. Both pre-event and post-event abnormal returns are statistically insignificant, although there is sign of a price run-up during the last week prior to the announcement. We document a significant negative relationship between the bidder's abnormal return on the announcement day and the size of the deal, but a positive relationship between the announcement effect and the relative size of the deal. We also document a weak negative relationship between the abnormal returns and the relative size of the target to the bidder. Among the other takeover characteristics we do not find any statistically significant relationship to the announcement effect.
The reminder of the paper is organized as follows. Section 2 summarizes the literature review on the motivations for takeovers and the determinants of the share price reaction to the takeover announcement. Section 3 describes the methodology and the data, while the empirical results are presented in Section 4. Section 5 concludes the study.
Motives for Takeovers
Three major takeover motives have been advanced in the literature implying gains for both the bidder and the Three major takeover motives have been advanced in the literature implying gains for both the bidder and the target, or negative return to the bidder. These are the synergy motive, the agency motive and the hubris hypothesis.
The synergy motive assumes that managers maximize shareholders' wealth and would engage in takeover activities only if it results in gains to the shareholders. Among the synergy motives, one set of motives is consistent with the assumption that additional value is created by takeovers (Note 2). The second set of motives cast doubt on whether any additional value is created by takeovers, or if the resulting gains to shareholders' is at the expense of other stakeholders (e.g., employees, customers, suppliers, tax payers) (Note 3).
According to the synergy motives, there should always be a positive gain in takeovers for all shareholders, stemming from efficiency improvements or from other stakeholders. Therefore, it follows that the measured gain to both target and bidder shareholders is expected to be positive. The division of the gain between target firm and acquiring firm shareholders may, though, not be equally distributed, but may be skewed in favor of the target due to a number of reasons (Note 4).
According to the agency theory (Jensen & Meckling, 1976; Jensen, 1986) it has been suggested that some takeovers are primarily motivated by the self-interest of the acquirer management. Several reasons have been advanced to explain this divergence (Note 5). The basic idea in most of these explanations is that acquisitions result in an extraction of value from the acquirer shareholders by acquirer management.
The important aspect of the above argument is that the target firm has been identified by the acquirer management as one that is most suited to increase its own welfare. Therefore, target shareholders, realizing their value to the acquirer management, will attempt to obtain some of this value. To the extent that target shareholders have some bargaining power, they will succeed in doing so, and the value they obtain will increase with the amount that the acquirer management can appropriate. Therefore, the more severe the agency problem, the higher is the target's gain. Since greater appropriation by acquirer management also results in lower (or a negative) total gain, the observed gain to acquirer shareholder's should be small (compared to target shareholder's gain) or negative. Roll (1986) hypothesizes that managers commit errors of over optimism in evaluating takeover opportunities due to excessive pride or hubris. Hence, the takeover premium is a random error, a mistake by the bidder. The hubris hypothesis assumes market efficiency. Stock prices reflect all information; redeployment of productive resources cannot bring gains, and management cannot be improved through reshuffling or combinations across firms. Roll (1986) claims that the hubris hypothesis thus serves as a benchmark for comparison and is the null hypothesis against which other hypotheses should be compared. Further, the hypothesis does not require conscious pursuit of self-interest by managers. Managers may have good intentions, but can make mistakes in judgment. target shareholders represents a transfer between the target and the acquirer. It follows that the higher the target gain, the lower the bidder gain, and that the total gain is close to zero (e.g., Berkovitch & Narayanan, 1993; Malmendier & Tate, 2005) .
The Value Creation for Bidders and Its Determinants
All of the above presented motives suggest that target shareholders experience a gain in takeovers. On the basis of the presented motives, however, the effect for the acquirer firm's shareholders is not clear. This is also evident in the presented empirical results across different stock markets, where some find positive, some negative and some insignificant bidder returns. The takeover literature has also shown that the characteristics of the deal will affect takeover returns, and, hence, the gain to the shareholders (Note 6).
Target size has been documented to play a significant role in determining bidder returns. However, the results have been conflicting with respect to the direction of the relationship. Kane (2000) and Moeller, Schlingemann and Stulz (2004) argue that large transactions result in value creation for the bidder shareholders. One reason may be that the larger the target company, the larger the potential synergy gain. Another reason may be that the combined institution may benefit from being too large to discipline adequately. On the other hand, e.g., Al-Sharkas (2003) shows a negative correlation between bidder abnormal return and relative size. Likewise, Bradley and Sundaram (2004) show that the announcement effect is more negative with increased target size. They argue that the managers of the bidding firm are likely to increase their compensation since acquisitions increase firm size. Hansen (1987) argued that a possible revaluation loss will be larger for the bidder the larger the target company. In this paper we are mainly interested in how the size of the deal and the relative size of the deal to the value of the bidder will affect the short term value creation to the bidding firms' shareholders. There are mixed results regarding this size effect, but we expect to find a negative relationship between the size of the target and the abnormal return to the bidder on the announcement day.
Conglomerate takeovers (diversification) may create operational and financial synergies, which may lower the financial risk, and, hence, the probability that the company goes bankrupt. This may also lower the cost of debt for the company (Agrawal, Jaffe, & Mandelker, 1992) . Diversification is also associated with a number of disadvantages stemming from the agency problem between managers and shareholders (e.g., Doukas, Holmen, & Travos, 2002; Schafstein & Stein, 2000) , which may lead to lower takeover returns to bidders engaging in conglomerate takeovers. Mixed results have been documented for the value creation to the bidder's shareholders in conglomerate acquisitions. We expect, however, a more positive announcement response to a focused takeover compared to an announcement of a conglomerate takeover. Martynova and Renneboog (2009) suggest that the method of payment may affect the short term market reaction to a takeover announcement. All cash bids are expected to generate a higher return to the shareholders than all-equity bids. The explanation is that asymmetric information implies that the bidder uses shares as a mean of payment when the share is overvalued, and uses cash when it is undervalued (Myers & Majluf, 1984) . Several studies have confirmed that the market reaction to announcements of equity offerings is significantly negative (e.g., Moeller, Schlingemann, & Stulz, 2004; . Bradley and Sundaram (2004) show that when public targets are acquired with stock, the announcement effect is more negative the larger the target. In line with previous studies we expect a more positive announcement effect when the bid is an all-cash offering.
Cross border takeovers may open up an opportunity for the bidder to exploit market imperfections and to expand their business into new, international markets (e.g., . Since these effects are unavailable in domestic takeovers, one may expect a higher wealth effect in cross border deals. argue that takeover gains may be caused by improvements in governance of the bidder and the target firm. However, if there are large institutional differences in the bidder's and the target's countries, there may also be difficulties in the post-takeover process to utilize the perceived synergies. If the market anticipates such difficulties it may discount the expected gain. Conn, Cosh, Geust, and Hughes (2005) and present evidence consistent with this hypothesis. Mixed results are documented with respect to cross border acquisitions. However, we expect to find a more positive announcement effect to a cross border deal.
Partial acquisitions, i.e., an acquisition of less than 100% of the equity, may lead to a higher takeover return to the bidder's shareholders. The bidder may use partial acquisitions as an instrument to transfer wealth from the target's minority shareholders by, e.g., using pyramidal control chains (La Porta et al., 1999; Bertrand & Mullainathan, 2003) . The possibility for value transfer is higher the lower the legal protection of the rights of the minority shareholders, i.e., when private benefits of control are high. We expect, therefore, a more positive www.ccsenet.org/ijef International Journal of Economics and Finance Vol. 8, No. 5; announcement effect for partial acquisitions compared to full acquisitions (Note 7).
Methodology and Data
We study the short-term announcement effect to the bidder's shareholders in acquisitions of a publicly traded target company, and investigate several factors that may affect the stock market reaction to the takeover announcement. We measure the announcement effect as the sum of the daily average abnormal returns (Note 8) (CAAR) over different windows around the announcement day (Note 9), with a total event window of 41 days, 20 days prior to and 20 days after the event day. We also study alternative event windows before and after the announcement day to capture any effect of a price run-up before the event, or a possible value readjustment after the announcement day. The daily abnormal return (AR) is calculated as the difference between the actual return and the expected return:
where AR it is the abnormal return, R it is the actual return, and E(R) it the expected return. The expected return is calculated using alternative specifications; the market adjusted model, the market model, and the market model with adjusted beta (the estimated beta adjusted for mean reversion (Blume, 1979) ). We use the value-weighted OMX Helsinki cap (Note 10) as a proxy for the market portfolio. The parameters in the market model are estimated using a window of 241 days, starting 300 days and ending 60 days prior to the event day.
To further study the market reaction to the takeover announcement, we regress the bidder's short term abnormal return on several explanatory factors with respect to the characteristics of the acquisition. The key characteristics we use are the size and the relative size of the transaction, the relative target size, the strategic scope of the transaction (focus or diversification), the mean of payments used in the deal, origin of the target company, and whether it is a full or a partial acquisition.
Our sample consists of all acquisitions of a publicly traded target company made by a Finnish stock market listed company during the time period from January 2000 to December 2013. The information about the acquisition is collected from the Thomson ONE Banker database, from stock exchange releases and from companies' homepages. There are a total of 51 acquisitions during the time period where both companies are publicly traded, and where the bidder acquires a majority stake in the target (more than 50% ownership). The sample consists of transactions that may be considered large enough to yield an observable stock market reaction to the announcement. We set the transaction value limit to 10 million USD.
Diversification was the dominant takeover strategy for the bidders in our sample. 32 of the 51 acquisitions were for a target company operating in a different industry than the bidder. 11 deals were all equity bids, while 32 deals were cross-border transactions. In 32 deals the bidder acquired the entire equity in the target company.
Results
Table 1, Panel A shows the descriptive statistics for the abnormal return on the announcement day, the cumulative abnormal return for an eleven day event window around the announcement day, and the size related variables used in the analysis. The table shows that the announcement of a takeover bid on average yields a positive abnormal return to the bidder's shareholders on the announcement day (T = 0). Using the market model (Note 11), the average abnormal return (AAR) is about 0.63 percent on the event day. For a longer event windows, 11 days centered at the announcement day, the cumulative average abnormal return (CAAR) increases to about 1.39 percent. We also document several extreme cases with both large positive and large negative abnormal returns. The mean transaction value is about 514 million USD (median 98 million), while the relative transaction value (transaction value to the size of the bidder) is about 0.23 (median 0.06). The relative value of the target to the value of the bidder is about 0.26 (median 0.13). Table 1 , Panel B shows the correlation between the variables. There seems to be a negative relationship between the announcement effect and the size of the deal, measured as the transaction value in million USD. An opposite relationship is evident between the announcement effect and the relative deal value, measured as the value of the transaction to the value of the bidder prior to the announcement. The relationship is also positive between the announcement effect and the relative size of the target to the relative size of the bidder. Panel A reports the descriptive statistics for 51 takeover transactions during the time period Jan 2000-Dec 2013. The average abnormal return (AAR) and the cumulative average abnormal return (CAAR) for an eleven day event window is calculated using the market model to estimate the expected return. The market return is calculated using the value-weighted total return index OMX Helsinki cap. The market model parameters are estimated over a period of 241 days starting 300 days before the announcement. TV is the transaction value of the deal in million USD, Relative TV is the relative transaction value of the deal to the value of the bidder, Relative TS is the relative size of the target to the bidder prior to the takeover. Panel B of Table 1 presents the correlation between the variables. Statistical significance is denoted by */**/*** (10%/5%/1%). Table 2 reports the cumulative abnormal return around the announcement for different event windows ranging from 20 days before to 20 days after the takeover announcement. Neither the announcement day nor any of the event windows exhibits a significant announcement return. We do, however, document some evidence of a price run-up in the pre-event period, mainly from days -7 to 0, as is also evident from Figure 1 . The table reports cumulative average abnormal returns (CAAR) for the bidding firms shareholders in 51 takeover transactions during the time period Jan 2000-Dec 2013 over different event windows. The expected return is calculated using the market model. The market return is calculated using the value-weighted total return index OMX Helsinki cap. The market model parameters are estimated over a period of 241 days starting 300 days before the announcement. Statistical significance is denoted by */**/*** (10%/5%/1%).
Overall, we show that the short term bidder return is on average positive, although not statistically significant. The returns accumulate mostly during an eleven day event window centered on the event day, with a large fraction of the market reaction to the bid occurring at the announcement day. Hence, the announcement of an acquisition of a publicly traded target company is on average at least not a value destroying event for the bidder's shareholders, indicating that the main motive for the transaction is to create value to the shareholders (Note 12). The table reports the number of events with positive and negative abnormal returns in 51 takeover transactions in Finland during the time period Jan 2000-Dec 2013. The abnormal returns are calculated using the market model, where the market return is based on the value-weighted total return index OMX Helsinki cap. The market model parameters are estimated over a period of 241 days starting 300 days before the announcement.
However, the results are ambiguous as is also evident from Table 3 , in which we report the number of announcements that yields a positive and a negative market reaction, respectively. Out of the 51 announcements, 26 had a positive abnormal return on the announcement day. Hence, we cannot rule out that some of the acquisitions are driven by hubris or agency motives, since 25 announcements yielded a negative abnormal announcement day return.
Target size is one of the deal characteristics that may explain the short term value creation to the bidder in takeover transactions. However, there are several other deal characteristics that may affect the market response to the announcement. In Table 4 we report the market reaction to the takeover announcement by some deal characteristics (Note 13).
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International Journal of Economics and Finance Vol. 8, No. 5; The table reports the average abnormal return (AAR) and the cumulative average abnormal returns (CAAR) over an eleven day event window for the bidding firm in 51 takeover transactions in Finland during the time period Jan 2000-Dec 2013, and for different characteristics of the acquisition. The abnormal returns are calculated using the market model, where the market return is based on the value-weighted total return index OMX Helsinki cap. The acquisition characteristics are the bid being for a company within the same industry or for an unrelated company (based upon the SIC-code), the terms of payment (stock or other), the origin of the target (cross border or domestic), and the bid being non-partial or not (100 % acquired or less). Statistical significance are denoted by */**/*** (10%/5%/1%).
Most of the acquisitions made by Finnish bidders are for a target company operating in an unrelated industry, i.e., a diversification takeover. However, the market response to the announcement of an unrelated target is similar to the announcement of a focused deal. The difference is not significant on conventional significance levels.
We document a statistically significant difference in the announcement effect of stock only versus other types of bids. The announcement effect is significantly higher for stock only bids at the announcement day (3.65 versus -0.20 percent). The cumulative average abnormal return for the eleven day event window is also higher for stock only bids, although not statistically significant.
Most of the bids are for a foreign target company. Overall, the bidder experience a small positive announcement effect for both cross-border and domestic bids, but the announcement effect is lower for bidders engaging in cross-border transactions (0.32 versus 1.15 percent). The difference is even larger in the eleven day event window, but the difference is statistically insignificant.
Finally, in Table 4 , we also report the announcement effect for non-partial versus partial bids. The market response to the announcement is on average slightly positive to both acquisition types, and no significant difference in the response can be detected.
The univariate tests show that there may be a different market response to an announcement of an acquisition based upon the size of the parties involved and the characteristics of the bid. In Table 5 we report the results from an OLS-regression of the market reaction using the bid characteristics as explanatory variables. The table reports the results of the OLS regression of the cumulative abnormal return (CAR) for the bidders in 51 takeover transactions in Finland during the time period Jan 2000-Dec 2013. Transaction value is the value of the bid in million USD, relative transaction value is the relative value of the deal to the value of the bidder, relative target size is the relative size of the target to the bidder prior to the takeover, diversification is a dummy variable taking the value 1 when the target operates in a different industry than the bidder according to their industry classification (SIC-code), stock only is a dummy variable taking the value 1 when the acquisition is paid for in stock, cross border is a dummy variable taking the value 1 when the target company is of foreign origin and acquiring 100 % of shares is a dummy variable taking the value of 1 if the bidder acquires all shares. All regressions contain White's heteroskedastic-consistent standard errors. Statistical significance are denoted by */**/*** (10%/5%/1%).
In the analysis of the market response on the announcement day we see that most of the results from the regression analysis are consistent with the findings in the univariate analysis. Specifically, when looking at the size related variables, we see that there is a significant negative relationship between the bidder's abnormal return and the size of the deal, indicating that the market expect that the bidding firm may face large post-acquisition integration costs which will reduce the takeover synergy , or that the acquisition is mainly driven by agency motives or by over optimism. However, looking at the relative size of deal to the value of the bidder we document a statistically significant positive relationship. Hence, the results suggest that the larger the deal is to the value of the bidder, the more careful the bidder is in evaluating the target and the more likely it is that the transaction is driven by value creation, and that the bidder's shareholders also capture some part of this gain. The relationship between the announcement effect and the relative size of the target is negative and statistically insignificant. The results are similar looking at the eleven day event window, although the estimates are less significant.
The results regarding the size variables are robust when including the other deal characteristics variables in the models. There are indications of the market perceiving stock only announcements to be good news, rewarding the bid with a higher positive (not significant) abnormal return than a corresponding announcement involving mixed or cash payments. There are also some indications of a lower abnormal return when the bidder acquires 100% of the target, but the effect is not statistically significant. There is no difference in the announcement effect whether the target operates in the same industry or not, or in the origin of the target company.
Conclusions
In this study, we analyze the short term market reactions to takeover announcements in a sample of 51 acquisitions of a publicly traded company made by a stock market listed Finnish company during the time period from January 2000 to December 2013. The acquisitions made by Finnish companies during the studied period were characterized by a diversification strategy involving a foreign target company. The acquisition was typically friendly, and aimed for the entire capital of the target company. We document that the event, on average, has at best a small positive short term value creating effect for the bidder's shareholders. The average abnormal return is 0.63 percent on the announcement day, but the return is not statistically significant. This result confirms the result from previous studies involving publicly traded targets that the returns to the bidding firms' shareholders are on average close to zero. Neither the pre-event nor the post-event abnormal returns are statistically significant, although there is sign of a price run-up prior to the announcement day.
We also investigate the relationship between the market reaction to the announcement and deal characteristics. We document a significant, negative relationship between the size of the transaction and the abnormal return on the announcement day. However, looking at the size of the transaction in relation to the size of the bidder we find a reversed relationship, i.e., the larger the relative size of the deal, the more positive the announcement effect. This indicates that the size of the two companies involved in the transaction is an important variable in explaining the observed market response to the announcement. The result indicates that the larger the value of the transaction (the value of the target net the bidder toehold), the better is the target's negotiation power and/or the harder is the post-acquisition integration. Alternatively, larger acquisitions are more likely driven by agency motives or over optimism. The results also indicate that the larger the transaction value to the value of the bidder, the more likely it is that the acquisition is driven by value creation.
The also document signs of a more favorable market reaction to an acquisition where the bidder uses stock as the mean of payment. If the bidder aims for 100 percent of the target we find indication of an announcement day www.ccsenet.org/ijef
International Journal of Economics and Finance Vol. 8, No. 5; return being smaller than in a partial acquisition. We do not find any significant relationship between the announcement effect and the relatedness of the industries (focused or diversification), or origin of the target company.
Myers, S., & Majluf, N. (1984 Vol. 8, No. 5; Note 11. We choose to only report the results using the market model to calculate the abnormal return. Our results are robust to the choice of estimation model of the benchmark returns. The results using the market adjusted model or the market model with adjusted beta are available upon request.
Note 12. In addition, the average abnormal return for the sample of publicly traded target firms was 38.4 percent on the announcement day.
Note 13. In the remainder of the paper we report the results on the announcement day and for an event window of eleven days centered at the announcement day using the market model returns as the benchmark returns. Using a longer event window and/or the two alternative estimation models does not materially change the results.
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